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discussion of the major points of difference between the funding 
mechanisms for the community colleges and for the state's two public 
university systems. These differences include the community colleges* 
place in the budget process, their lack of statewide faculty salary 
scales, their block budget allocations, their lack of state 
expenditure controls, their Board of Governor's lack of budgetary 
flexibility, and their governance structure. An, overview of the 
different systems of finance under which the California community 
colleges have operated since 1975 is followed by a summary of the 
major defects of the current funding system (e.g., enrollment- driven 
budgets, lark of enrollment planning or management, limited local 
decision making, lack of state accountability and control, emphasis 
on legislative liaison, and disagreement over state priorities). 
After summarizing the key elements of current proposals to fund the 
colleges on a program budget basis, the report concludes with a 
re-iteration of the California Postsecondary Education Commission's 
policy on college finance. The executive summary of the recent report 
on community college finance by the Task Force on Assembly Bill 3409 
is appended. (UCM) 
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California's current- law for financing its Communi fy 
Colleges is due to expire in 1989, by which tine the 
I^islature and the Governor lust agree on a new system 
of finance for theau The California Postsecondary 
B(*joation Co»ssion has historically played an active 
role in advising the Legislature and Governor on 
■atters of Cowunity College finance, and that role is 
expected tx) continue next year. 

In anticipation of those discussions, Jane V. Wellman 
of the Coonission staff wrote this report as background 
infornation for the Comnission. She begins the report 
with a brief discussion of the uajor points of 
difference between the funding mechanism for the 
Ccronity Colleges and that of Oilifr.nia's two public 
university systems. On pages 3-7, she then reviews the 
different systeaa of finance under whidi the Gbwmnity 
Colleges have qperated since 1975, and she sunmarizes 
the major perceived defects of the current funding 
system as well as the key elements of current proposals 
to fund them on a program budget basis. She concludes 
the report on pages 7-8 wit i a reiteration of the 
Commission's existing policy principles for Community 
College finance that are expected to guide staff in 
discussions throughout the next year. Two appendices 
reproduce those existing policy principles and the 
executive nummary of the recent report on Community 
College finance of the Task Force on AB 3409. 

Ms. Wellman presented the report to the Administration 
and Liaison Coranittee of the Comnissicn at ifs Decenter 
14, 1987 meeting. Additional copies of the report may 
be obtained from the publications Office of the 
Commission at (916) 322-8031. Questions about the 
report nay be directed to Ms. Wellman at (916) 322- 




COMMISSION REPORT 87^ 
PUBLISHED DECEMBER 1987 

THIS 18 one in a series of sta£F reports on important issues affecting California post- 
secondary education. These reports are brought to the California Postsecondary 
Education Commission for discussion rather than for action, and they represent the 
interpretation of the staff rather than the formal position of the Commission as ex- 
pressed in its adopted resolutions and reports containing policy recommendations. 

Like other publications of the Commission, thu» report is not copyrighted. It may be 
reproduced in the public interest, but proper attribution to Report 87-46 of the Cali- 
fornia P jtftsecondary Education Commission is requested. 

■ ER^C 



Contents 



The Nature of Community College Finance 

in California 1 



Evolution of Community College Finance 



Perceived Problems with the Existing Finance System 5 



Next Steps: Program-Based Funding 6 



The Commission's Current Policy Position 
on Community College Finance 



Appendix A: Executive Summary, Task Force 

on AB 3409 Report 9 



Appendix B: Commission Principles for Com.munity 

College Finance 15 



Developments in Community College Finance 



THE Commission has historically played an active 
role in matters related to the Ainding and manage- 
ment of California's Community College system. 
That role is necessitated by several factors: 

1. The unique place of the Community Colleges in 
California's system of postsecondary education as 
the point of access for the overwhelming nugority 
of the State's students; 

2. Hie instability of Community College iinance fol- 
lowing tlie end of local fiscal control for Communi- 
ty College districts with the passage of Proposi- 
tion 13 in 1978; and 

3. The active role of the State Legislattire in the fi- 
nancing of Community Colleges, evidenced by the 
fact that that system alone in the three public seg- 
ments is fiinded by a mechanism that is written 
into law. 

Because of its credibility in these matters, coupled 
with th« contentious nature of debate about Commu- 
nity College issues, the Commission and its staff 
have also been asked on many occasions to coordi- 
nate discussions about important policy matters and 
it seeks to be a neutral voice in negotiations on long- 
term solutions to some of the systems' perennial 
funding problems. 

To help the Commission anticipate future develop- 
ments in Community College finance, this paper re- 
views briefly some of the major fiscal, historic, and 
management issues that influence the debate about 
Community College finance and governance. It is 
organized into five sections: (1) the nature of Com- 
munity College finance in California; (2) evolution 
of Community College finance; (3) perceived prob- 
lems with the existing funding system; (4) next steps 
in Community College funding, and (5) the Commis- 
sion's current position on Community College fi- 
nance. 



The nature of Community College 
finance in California 

The California Community Colleges have a very dif- 
ferent place in the State budget process than the 
State's two public universities. The reaso is for the 
differences are a function both of the history of the 
Community Colleges - evolving as they have from 
the locally managed and funded public school system 
- and their size, serving over 1.1 million students at 
106 camp^ises managed by 70 different districts. The 
essential differences, briefly, are six - (1) their place 
in the budget process; (2) their lack of statewide fac- 
ulty salary scales: (3) their block budget allocations; 
(4) their lack of State expenditure controls; (5) their 
Board of Governor's lack of budgetary flexibility; 
and (6) their related governance structure 

1. Place in the budget process 

The budgets of California's two public university 
systems are treated as "^state operations" for State 
budgeting purposes, whereas that of the Community 
Colleges is classified as a ''local assistance** item, as 
is the public school system. Although the distinction 
between the two is in some ways a budget artifact 
from the pre-Proposition 13 environment, the differ- 
ences are important technically as well as symboli- 
cally. As '^state operations," the two universities re- 
ceive State funding in four major categories: 

1. "Base'* funding, adjusted by workload, fo. agreed- 
upon levels of support; 

2. Salary adjustments; 

3. Non-salary inflationary adjustments (known as 
'*price increases'^; and 

4. New program funding. 

With very few exceptions, the budget formulas used 
to generate the loase'* are not memorialized in stat- 
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ttte or regulation but remain flexible negotiation in- 
stnimeDts between the universities and the Depart- 
ment of Finance. 

In contrast, as a "^local assistance" item, the Commu- 
nity Colleges* funding level is set by la«r, and their 
programs are funded according to {brmulas that are 
put in statute. The Governor's Budget each year 
proposes funding for whatever the law requires, ad- 
justed for current population, along with a cost-of- 
living acb'ustment (cola) that is indexed to a mea- 
sure of inflation Uiat is also put in law. The Gover- 
nor may propose funding for a local assistance item 
that is greater than what is required by law, or, al- 
ternatively, may ask the Legislature to amend the 
statute in order to give less, but becaiise the funding 
is set in statute, changes to the level require changes 
in the law. For that reason, the Community Col- 
leges must each year spcmsor legislation on finance, 
even if only for minor technical changes. Another 
by-produci id the local assistance budget character- 
istics rfthe Community Colleges is that the> budget 
negotiations fi)cus, of necessity, heavily ca tke Leg- 
islature, and the relationships that are built up be- 
tween the universities and the Department of Fi- 
nance tend not to exist frr the Community Colleges. 
In a state such as California, with a strong executive 
budget process, this fact can be very important over 
time. 

2. Lack of statewide faculty salary seaUs 

California's two public universities have statewide 
faculty salary scales, so fSuulty on all campuses are 
paid <m the same basis. Their salary scales are set 
by the Governor and the Legislature, based on a 
methodology that compares California fSaiculty sala- 
ries to a set of agreed-upon institutions throughout 
the country. The Postseoondary Education Conmiis- 
sion is responsible under the law for maintaining 
the fiKulty salary methodology and informing the 
Governor and the Legislature of the amount of 
money needed to keep the salaries at parity with the 
comparison institutions. Althou^ the fSsculty in the 
State University bargain collectively, the State Uni- 
versity and its faculty are prohibited by the salary 
scale from agreeing at the oargaining table to in- 
crease 3alaries beyond the parity figure. 

The Community Colleges, conversely, have no state- 
wide salary scale; fSaculty salaries are set by local 



governing boards in consultation with faculty 
tlirough the collective bargaining process; and no 
technical limit exists on salary increases that are 
agreed to by both parties in bargaining. 

3. Block-budget State allocations 

The operation of California's two universities are 
funded on a ''program budget basis, whereby major 
categories of expenditure art; agreed upon that re- 
flect the major activities of the campuses The major 
categories are: instruction, research, libraries, pub- 
lic service, student services, libraries, maintenance, 
administration, and auxiliary enterprises. For each 
category, workload measures that are considered to 
be fair measures of resource requirements are nego- 
tiated and agreed to by the Department of Finance 
and the Legislative Analyst. 

In contrast, the Community Colleges are not funded 
programmatically, in that their allocations are not 
tied to activities such as instruction or administra- 
tion, or to personnel or non-personnel costs. With the 
exception of non-credit education and their major 
categorical programs such as Extended Opportunity 
Programs and Services, local allocations from the 
State are made on what is known as a '^block-budget" 
basis - a lump sum of resources not tied to any ex- 
penditure areas. The workload measure for this allo- 
cation is entirely enrollment-driven, measured by a 
device known as ''average daily attendance,** or ADA. 
Because their budget is not funded programmatical- 
ly, comparing fimdlng levels among the districts has 
historically been difficult. 

4. Lack of State expenditure controls 

Although faculty salary scales are perhaps the most 
important form of State expenditure control over 
California's two public universities, the universities 
are also subjected to more detailed expenditure con- 
trol by the Department of Finance than are the Com- 
munity Colleges. Barring exceptional circumstances 
and even then only with the permis'"'on of the De- 
partment of Finance, they may not reallocate funds 
to one program category that were budgeted to an- 
other category. Since no State budget categories or 
statewide salary scales exist for the Community Col- 
leges, no expenditure control is possible by the State 



5. Budgetary inflexibility of the governing board 

The central administrations of California's two pub- 
lic universities make the allocations of State re- 
sources among their campuses, since the State allo- 
cates these resources on a lump-sum basis by pro- 
gram area to them. These campus allocations are 
made according to student-faculty ratio and other 
program workload measures. In this internal alloca- 
tion process, central administrators have some lim- 
ited ability to reallocate resources when necessary to 
campusti in fiscal difficulty. In the Community Col- 
leges, however, the Board of Governors has no abili- 
ty to reallocate resources among the districts but 
rather passes on the resources strictly according to 
formula. 

6. Governance 

The system of finance has important implicaf ons for 
the governance of any system; indeed, a discussion of 
finance can as well be couched as a discussion of gov- 
emarxe The controls by the State of expenditures 
and salarief in the two university systevis have pow- 
erful implications for what decisions can be made at 
the local campus level. In addition to a significant 
role for the State in controlling expenditures, the 
two university systems are governed by statewide 
boards that have more management control of their 
individual canipuses than does the Board of Gover- 
nors of the Community Colleges. That management 
control extends from the appointment of campus 
presidents and chancellors to seHing statewide per- 
sonnel policies for faculty and non-academic person- 
nel and statewide regulations on r^dmissions and 
curriculum. In addition, systemwide administrators 
play a central role in the development and negotia- 
tion of budget priorities with the Department of Fi- 
nance and the Legislature. 

In the Community Colleges, conversely, the man- 
agement of local districts is the responsibility of lo- 
cally elected boards of trustees. The presence of 70 
individually elected boards, in addition to the state- 
wide Board of Governors (all of whom are appointed 
by the Governor), introduces a physical and political 
complexity into Community College governance 
that is unparalleled in the two university systems. 
The Community Colleges' size alone makes state- 
wide line management of district affairs a practical 
impossibility. 



Evolution of Commjnity College finance 

Over the past \5 years, three central themes have 
dominated the discussions of funding and reflect 
dilemmas that continue to the present day - (1) the 
separation of Community Colleges from the system 
of public school finance and governance, without ev- 
er completely moving the Community Colleges into 
the arena of State budgeting; (2) controls on course 
classification and on funding for adult non-credit 
education; and (3) the debate over the fundamental 
mission of the Community Colleges and which func- 
tions of their mission deserve Tall State funding. 
During this decade and a half, the Community Col- 
leges have operated under at least eight different 
systems of Community College finance, not counting 
"trailer biir and other ''technical legislative changes 
in finance bills. According to a review of Community 
College finance by the Chancellor's Office for the 
Board of Governors at its October 1987 meeting, 
these eight include the following: 

1947-1973: State foundation program 

Until 1973, State funding was set at a fixed rate of 
support, tied to average daily attendance (ADA), at a 
level identical for all districts. The support amount 
was known as the "foundation level,** and districts 
were free to increase funding from local property 
taxes in excess of the State level if they so chose 
(This a ncept of ''foundation lever was identical to 
the central finance mechanism then used for the 
schools.) 

1973-1975: Revenue limits 

The Serrano-Priest decision, which did m>^ extend to 
Community Colleges, caused the State to change t.He 
way it financed the public schools in order to mini- 
mize inequities in ftmding between local districts. 
The Legislature's 1972 Joint Committee on the Mas- 
ter Plan urged that this Serrano principle be extend- 
ed to Community Colleges in order to extend Califor- 
nia's commitment to lifelong equality of opportunity 
for access to postsicondary education. Accordingly, 
in Senate Bill 6 of 1973, the Legislature adopted for 
the Community Colleges a Revenue limit** model 
similar to the one put into place for the schools. This 
revenue limit model set a different limit for each dis- 
trict, fixed the local property-tax contribution, and 
provided additional State resources as necessary to 
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equalize funding between districts. Senate Bill 6 
also supported unlimited access to Community Col- 
leges by funding all growth in enrollraents, without 
distinction to type or purpose of instruction. 

1975- 1976: Growth caps 

The 1975 budget first put into place a 5 percent cap 
on new enrollments in the Community Colleges, aU 
though the entitlement for students to attend under 
open access was not changed. Growth above 5 per- 
cent was therefore allowed to occur, but this growth 
was not funded. 

1976- 1978: Tax rate control 

Assembly Bill 1641 of 1976, sponsored by the State 
Department of Finance, provided tax rate control to 
limit each district's ability to increase property tax 
levies and to limit the State's funding liability for 
.\OA growth. Because of the extraordinarily rapid 
rise in assessed valuation of property during this 
period^ these growth and cost controls were not par- 
ticularly hard felt at the local level, and revenues 
continued to be available to fund the core program 
and growth. Indeed, the assessed valuation growth 
was so great that several districts lowered tax rates 
dtiring this time. 

1978- 1979: Proposition 13 '"bailouf 

When Proposition 13 was passed, the State chos^ to 
replace lost local property tax revenues with State 
funds which were then in surplus. Senate Bill 154 of 
1978 was the Proposition 13 ''bailout'* legislation, 
and it shifted decision-making responsibility about 
the distribution of local tax revenues to the State, 
where the revenues became a general source of reve- 
nue for the State budget. Local districts thus lost de- 
cision-making authority over local property taxes. 
SB 154 reduced tne Community Colleges' budget by 
7 percent overall and provided funding as a l}lock 
grant** unrelated to enrollments. 

1979- 1981: Marginal growth rate, 
equalization^ and fixed appropriation 

The year afler Proposition 13, the Legislature pass- 
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ed Assembly Bill 8 as a '^permanent'' solution to the 
new revenue sitiiation. Under AB 8, the Legislature 
began to all'xrate cost-of-living adjustments dL^sren- 
tially throughout the State budget and gradually eq- 
ualize funding between local entities for the schools, 
public assistance and Community Colleges. For both 
thd schools and Community Colleges, cost contain- 
ment on enrollment >4 * h was put into place with 
"marginal'* rather than **full-cost" funding for ADA 
growth. The Legislature also fixed the appropriation 
for Community Colleges and did not fund enrollment 
growth beyond the budgeted amount. In 1980-81, 
enrollments grew 32,000 beyond the budgeted 
amount, resulting in a $50 million budget deficit. 

1981-1983. Non<redit rate 
and district ADA growth caps 

By 1981, the Pre- Proposition 13 budget surplus was 
completely gone, and the Legislature had to make 
base budget reductions throughout State and local 
government After considering the imposition of 
Community College student fees, program cuts, and 
the use of local district reserves, the Legislature 
chose budget cuts by providing no inflation or 
growth funding and by eliminating $30 million from 
apportionments to eliminate State supix>rt for '^avo- 
cational, recreational, and personal development'' 
courses. A new Community College finance bill was 
also required in 1981. The resulting legislation (As- 
sembly Bill 1369) was a companion bill to the 1983 
Budget Act, and it carried forward many of the con- 
cepts of Assembly Bill 8. 

In 1983, the Legislature and the Governor were con- 
cerned about non-credit funding in the Community 
Colleges. Debate was increasing about the mission 
of the colleges and whether non-credit (particularly 
**community service**) courses were appropriate to 
that mission. There was also concern about the dis- 
parity between the amount of money available for 
such classes in the Community Colleges relative to 
the schools. AB 1369 created a new rate of support 
for non-credit courses, and required the Community 
Colleges' Chancellor's Office to put into place a state- 
wide course classification system for credit and non- 
credit courses. The legislation also set ADA growth 
caps at the district, rather than the statewide level. 
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1983*1987: Senate Bill 351 

Senate Bill 851 of 1983 was intended to carry for- 
ward a mechaziism for Community College finance 
through 1987. The mechanism continued the con- 
cepts of equalization and provided equalization 
funding at 10 percent of the cost-of-living adjust- 
ment in order to move the lowest revenue districts to 
within 91 percent of the statewide average. It also 
continued Assembly Bill 1369's two-thirds marginal 
rate for growth, its district growth cap, and its dis- 
tinction between credit and non-credit funding. In 
addition, it provided a new mechanism intended to 
stabilize budgeting to provide a buffer against short- 
term budget cuts associated with enrollment cuts. 

The 1983 budget year also witnessed the controversy 
between the Governor and Legislature over the im- 
position of Community College Vs. The Governor 
vetoed $100 million from the Co^ munity Colleges' 
budgets when the Legislature failed to establish a 
150 per-semester fee. A compromise between all 
parties was reached in the middle of the budget year, 
but the districts received funds too late to restore 
many of the program cuts made for the fall and 
spring semesters. Statewide credit enrollments 
went down by 1 1 percent. 

In 1984 and again in 1989, the Legislature and Gov- 
ernor took stepe to protect district budgets against 
fvurther budget losses associated with reduced enroll- 
ments. By the end of 1984, Community College 
credit enrollments had plummeted from a high in 
1981 from 1,205,585 to 981,845. Although enroll- 
ments since that time have stabilized and started 
again to grow, the growth caps in current law do not 
allow the enrollments to be funded to previous lev- 
els. 

Senate Bill 851 was to sunset in 1987, but the Legis- 
lature and Governor extended its expiration d^te un- 
til the 1988-89 budget cycle to allow time for deci- 
sions about alternative financing systems to be put 
into place. Thus Conmiunity College finance is ex- 
pected to be "^reformed" once again next year. 



Perceived problems with 
the ensting fEnance system 

Perceptions vary widely both within and outside the 



Community College system about the major prob- 
lems with the ctirrent mechanism for Community 
College finance. At one end of the continuum is the 
belief that the finance system is fine, but that the 
levels of support are inadequate. At the other end is 
the belief that the finance system is itself to blame 
for inadequate funding and enrollment losses, and 
that a changed system will generate more money for 
the colleges. 

At the State level, the Legislative Analyst has ar- 
gued that the current mechanism is fundamentally 
sound, but has called for a change in the equaliza- 
tion, cost-of-living adjustment, and growth mecha- 
nisms. The Department of Finance has pointed out 
that Senate Bill 851 has been fully funded, and it is 
on record as opposing a change in the system of fi- 
nance solely for the purpose of putting more money 
into the system. The Postsecondary Education Com- 
mission and the Board of Governors have recently 
been joined by the Commission for the Review of the 
Master Plan in calling for a move from the AOA-driv- 
en ftmding system to a program-based system anal- 
ogous to that used for the two university systems, 
and the Commission for the Review of the Master 
Plan has taken the argument one step further by 
calling for a strengthened role for the Board of Gov- 
ernors in the budget development and negotiation 
process. 

Whatever the specific solution, there are several 
generally recognized problems with the system of 
Community College finance that any new system of 
finance should attempt to resolve. These problems - 
many of which result from the nature of the Com- 
munity Colleges themselves - include the following 
six: 

1. EnrollmerU'driven budgets 

Community College budgets are exclusively enroll- 
ment driven and do noc recognize that many costs 
such as maintenance of the physical plant and size of 
the core administistion are only marginally related 
to enrollments. 

2. LocA of enrollment planning or management 

The open-access policy for Community Colleges does 
not allow for enrollment planning and management 
to occur at the State or local level in a way analogous 
to the public university segments. There has never 
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been a systematic reconciliation of the open*access 
policy with the decision to limit appropriations to 
certain enrollment levels, and thus there is no sys- 
tematic enrollment planning or management proc* 
ess in the Community Colleges. Because enroll- 
ments are not managed, they are extremely vulner- 
able to short-term economic and budgetary influ- 
ences. Theproblemofe/iro/ZmerU instability is exac- 
erbated by budgetary instability, and the fact that 
the rules of Community College resource allocation 
have been so tinkered with in Sacramento over the 
past 15 years. 



6. Disagreement over State priorities 

Fundamental disagreement remains about what as- 
pects of the system should be State priorities - and 
therefore given full State support - and which are lo- 
cal options to be managed and funded at the local 
level. For example, no agreement exists about wheth- 
er or not equalization of funding for the districts 
should be a State priority or, if so, how it should be 
achieved. 



3. Limited local decision making 

The size of the Conmiunity College system, as well 
as its sjrstem of governance, means ihat program 
and stafiSng decisions have to be made at a local 
level; yet the capacity of locally elected boards of 
trustees to manage local districts has been seriously 
eroded in the past ten years by the instability of the 
budget process. 

4. Lack of State accountability and control 

At the same time that local control has been serious- 
ly eroded, statewide accountability in a climate of 
disagreement about Community College goals and 
^vriorities has also been weak. Because there is no 
expenditure control for the main apportionments, 
districts are free to spend their resources as they see 
fit While there is a general agreement that the 
State cannot run the Community Colleges from Sac- 
ramento, there is not agreement about how to ensure 
reasonable accountability for State resources. Sus- 
picion about local decision priorities has grown in 
the past several years, as several districts have gone 
bankrupt and needed to ask the State for loans to 
keep their operations afloat. 

5. Emphaeis on legislative liaison 

Because the Commimity Colleges are funded in stat- 
ute, most attempts to influence State policy by in- 
dividuals within the system are exerted on the Leg- 
islature. Equal attention has not been given to im- 
proving the system's negotiation capacity with the 
Department of Finance and the Governor in the 
annual budget process. 



Next steps: program-based funding 

There is a good chance that Commi jiity College fi- 
nance will dominate much of the Legislature and 
Governor's discussions relative to Community Col- 
lege reform in the next year. In anticipation of this 
likelihood, the Legislature in 1986 requested the 
Community Colleges' Chancellor's. Office to form a 
task force ;o develop recommendations on "^a new 
state support allocation mechanism, which is sensi- 
tive to and measures the full costs associated with 
the delivery of community college programs and ser- 
vices." 

The Task Force on AB 3409 included these members: 

Del Anderson, Vice President 
Skyline College 

Gregg T. Atkins,Coordinatorof Library Services 
College of San Mateo 

Michael BrailofT, Instructor 
College of Mar in 

David Brown, Member, Board of Trustees 
I<os Rios Commiuiity College District 

Judy Day, Budget Analyst 
State Department of Finance 

Jerome Evans, Consultant 
Commission for the Review of the Master Plan 
for Higher Education 

Joe Freitas, Acting Vice Chancellor, 
Fiscal Affairs 

California Community Colleges 

Karen Grosz, Instructor 
Santa Monica College 
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Hilary Hsu, Chancellor 

San Francisco Community College District 

Ed Keith, Instructor 
Citrus College 

Patrick McCellum, Executive Director 
Faculty Association for the California 
Community Colleges 

Robert Miyashuru* Budget Analyst 
Office of the Legislative Analyst 

Joseph Newmeyer, Vice Chancellor, 

Finance and Facilities 

North Oi'ange Community College District 

Jose Robledo, Director 

Student Financial Services 

East Los Angeles Community College 

F. Arnold Schuler 
Deputy State Controller 

Larry Toy, Instructor 
Chabot College 

Tom Van Gronigen, Chancellor 
Yosemite Community College District 

Jane Wellman (CAair^ Postsecondary 

Educational Administrator 

California Postsecondary Education Commission 

In its report to the Chancellor and the Board of Gov- 
ernors this past July (an executive nummary of 
which is reproduced in Appendix A), the task force 
recommended that Qommunity College finance be 
funded on a program budget basis, based on the fol- 
lowing set of principles: 

• The funding system should reflect the postsec- 
ondary nature of the colleges; 

• The system should be congruent with the system 
of governance; 

• The mechanisQ^ should be sensitive to actual 
costs; 

• The mechanism should promote stability over 
time; 

• It should promote equity among the colleges; 

• There should be an avoidance of undue data col- 
lection; and 

• Student fees should be kept as low as possible. 



The task force derived its proposed workload mea- 
sures and objective standards for funding the Com- 
munity Colleges on a program budget basis in most 
instances from the funding levels now in place for 
the State University. As an example, for their in- 
structional budget, the task force suggested reducing 
average class size from the current 30:1 to 25:1 - the 
lower-division ratio of the State University - and in- 
creasing the number of full-time faculty. All of the 
cost estima':es put forward by the task force are ten- 
tative, and refinements of them are continuing, but 
the task force estimated that the statewide costs for 
those changes if implemented in one year would be 
$2? 4 million. 

The task force recommended that the funding mech- 
anism be used for allocation purposes only and was 
in general opposed to expenditure control by the 
State. It also made clear that a change to a new 
system of allocating resources would be an immense 
administrative and technical task and should not be 
done unless accompanied by new resources to fund 
program improvement. Even without progress on 
program improvements, the costs to the State to 
implement a program budget - which would have 
the effect of funding all districts at the statewide av- 
erage for all categories of activity - is estimated to 
be close to $100 million. 

The Department of Finance, the Academic Senate, 
and the American Federation of Teachers all submit- 
f-ed minority reports to the task force report. Some of 
the objections they raised were technical in nature, 
relating to the implementation of the approach, and 
are being worked out in consultation between all 
parties as more work is done on t^i^ allocation model. 
However, other objections - particularly those raised 
by the Department of Finance - are fundamental to 
the entire concept of a program budget and funding 
standards. These objections, coupled with the prob- 
lems of finding new resources, make full imple- 
mentation of program budgeting in the near future 
problematic. 



The Commission's current policy position 
on Community College finance 

In 1983, the Commission adopted its Principles for 
Community College Finance to have in place a broad 



ERIC 



n 



7 



set of policy guidelines that could aid Commission 
staff in their work on the subject of Community Col- 
lege funding. (Appendix B lists the entire set of 
principles.) These principles have several major 
premises: 

• Funding should support the mission of the Com- 
munity Colleges; 

• Funding should be sufficiently stable to support 
long-range planning at the statewide level as well 
as local program decision making; 

• Local decision making should be supported with 
discretionary revenue at the local level; 

• State apportionments should promote equity 



among the districts; and 

• The financing mechanism should recognize dif- 
ferences in costs for different essential Communi- 
ty College operations. 

These principles have effectively guided staff, on be- 
half of the Commission, as they have been involved 
over the years in discussion of Community College 
iinance. They continue to be one of the most compre- 
hensive statements of principles for Community Col- 
lege finance yet put in place, and the staff expects to 
use them as its framework for discussions with other 
interested parties about ways to make improve- 
ments in State financing of Community Colleges. 
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Appendix A 

Executive Summary, Task Force on AB 3409 Report 



NOTE: This Executive Summary is reproduced from pages i-vii of A Program-Based F anding 
Model for the California Community Colleges: A Report to the Chancellor submitted by the 
Task Force on Community College Financing, June 1987. (Copies of the repor are available 
from the Community College Chancellor's Office.) 



AB 3409 ^directed the Chancellor's Office to convene 
a broad*based» short*tenn task force on community 
college financing refonxL The legislation charged 
the Task Force with developing specific recommen* 
dationson: 

• a new state support allocation mechanism that is 
sensitive to and measures the full costs associated 
with the delivery of community college programsi 
and services: 

• revenue adjustment components of the mecha* 
nism, which would provide for adjustments on an 
incremental basis for increases or decreases in 
workload, for equalization, for inflation, and for 
other legally authorized purposes; 

e specific funding methodology, which would differ- 
entiate among the miyor categories for operating 
community colleges, including, but not limited to, 
instruction, academic support, student services, 
institutional support, and plant operations and 
maintenance; 

c specific workload measures applicable for each 
category and subcategory. 



Task force on Community College financing 

To address the charges of AB 3409, the Task Force 
met regularly from January to June 1987. It review- 
ed deHciencies in the current system, examined 
principles of community college funding, and devel- 
oped a "program-based"" funding model for financing 
California's community colleges. As displayed by 
Figure 1, this model establishes five major program 
categories: instruction, instructional services and 
libraries, student servir3a, maintenance and opera- 



tions, and institutional support. It defines workload 
measures for each of these program categories and 
specifies appropriate funding standards for deter- 
mining how much money should be allocated to each 
program cittegory to fund a given level of workload. 
Based on these workload measures and funding 
standards, as well as information on unit costs, the 
model can be used to determine the allocations for 
each community college district in each of the five 
program categories. For reference. Figure 1 shows 
the statewide status in each category in 1984-85 
compared to the proposed standards. 

This approach to community college financing is con- 
sistent with the centralization of finance at the state 
i^vel that has occurred since Proposition 13 and with 
the diverse postsecondary character of the com- 
munity colleges. The model incorporates many of 
the features now used to finance the California State 
University (CSU) system and the University of Cal- 
ifornia (UC). It not only will permit better compar- 
isons with these two systems, but also will further 
the integration of the community colleges with the 
remainder of the state's public higher education sys- 
tem. 

.he Task Force concluded that this program-based 
funding model would be functionally superior to the 
current system only if it w e part of a broad-based 
effort to reform the financing of the community col- 
leges. Adopting the model simply t« redistribute 
existing resources would be counterproductive and 
would greatly exacerbate the fiscal dislocations that 
the colleges have been experiencing in recent years. 
The program-based funding model includes a set of 
standards that the Task Force recommends as long* 
Tvn targets for community college funding, and out- 
lines a plan that would move the colleges towards 
those targets as resources become available. Imple- 
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FIGURE 1: Support Categories, Workload Measures, and Standards 



Support CtUgorigt Workioad Meaiure Proposed Stapdard(8) Current Status 

inatruction Full*Time Student;Faculty Ratio of 25:1 StudentiFaculty Ratio of 30:1 

(Activity Codea Equivalent Faculty Mix: 75% Contract, Faculty Mix: 62% Contract. 

StudenU (FTES) 25% Hourly 30% Hourly, 7% Overload 

1% Claasified 

80.9% of Proposed Sundards 

ALA/ACRL Standards for 72.6% of Proposed SUndards 

Libraries with CSU Admin, 
and Contract Serv. Standards 
Standards for Media Centers 
and learning Centers to be 

determined 

Student Services Headcount Standard to be Determined Not Applicable 
(Activity Codes Enrollment 
6200-6400) 

Maintenance and Grou Square Modified CSU Standards Not Applicable 

Operations Footafe and 

( ActivitT Codea 6500 Acreage 

tnstitational Support FTES Modified CSL Standards 88% of Standards 

(Activity Codea 6000, 
6000-6700) 



Inatructional Services FTES 

and Libraries 
(Activity Code 6100) 



menting program*based funding would require addi- 
tional resources for administration and data collec- 
ti<m at both the district and state level. If program- 
based finding is to be a step towards adequate and 
equitable fUnding of the community colleges, the 
Tadc Force believes these costs to be justified. If, on 
tht other hand, there is no commitment on the part 
of tha Legislature and the CSovernor to increased 
funding for the community colleges, the disadvan- 
tages of changing to a program-basi^l funding model 
would outweigh the advantages. 



Cotti of implementation 

To understand better the impact of program-based 
funding on community colleges, the Task Force sim- 
ulated the consequences of adopting program-based 
funding using data for 1984-85 (the most recent year 



for which complete data were available). The simu- 
lations estimated the overall costs of adopting differ- 
ent standards, examined the expenditure patterns 
that would result from applying these standards in 
each of the five program categories (for example, 
how many districts would gain or lose), examined 
the implications of applying program-based funding 
under fiscally neutral conditions, and calculated the 
costs of various hold harmless provisions. 

Fully funding the standards proposed in this report 
for instruction, libraries, and institutional services 
would have cost $283 million in 1984-85. If stan- 
dards had been appropriately defined for all program 
categories, however, the cost would have been high- 
er. If improved standards for student services, in- 
structional services, maintenance and operations, 
and instructional costs other than teaching were to 
increase costs by the same average percentage as the 
other standards, an additional $130 million would 
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have been needed, for a total of $413 million. This 
would have been an additional $600 per PTES. The 
Task Force recommends that this increase be accom- 
plished in stages. For example, in instruction, re- 
dticing the ratio of full-time equivalent students 
(FTE8) to full-time equivalent faculty (FTEF) would 
have cost about $22 million in 1884-86 for each unit 
reduction (for example, reducing the ratio from 30: 1 
to 29: 1). Increasing the percentage of full-time con- 
tract faculty and reducing the percentage of part- 
time hourly faculty would have cost about $5.6 mil- 
lion per one percent change (for example, raising the 
percentage of contract faculty from a statewide 
average of 62 percent to 63 percent). 

The costs of hold harmless - that is, ensuring that 
no district's expenditures would be less than in 
1984-85 - depend on the proportion of the standard 
that is funded If districts were all funded at the 
1984-85 average, the costs of hold harmless would be 
approximately $108 million. As the average fund- 
ing level increases, the number of districts needing 
to be held harmless decreases, until at the full stan- 
dard, little or no hold harmless cost remains. 



Next steps 

Although the Task Force has made substantial prog- 
ress in developing a system of program-based fund- 
ing, there are a number of tasks that must be accom- 
plished before implementation would be feasible. 
First, appropriate standards must be developed for 
other instnxctional services and for student services, 
and the standards proposed for the other program 
categories and the procedures for handling small 
sizes of colleges and districts must be refined. Sec- 
ond, projections of the impact of the program-based 
funding must be redone using more recent data and, 
where appropriate, using three-year averages. Sim- 
ulations and projections for each college and district 
must also be made. Third, procedures for handling 
non-credit RES need more attention, and standards 
for non-credit activity need to be developed for each 
program ^tegory. Finally, before fiill implementa- 
tion the State must develop mechanisms to deal with 
capital outlay, with districts with unique operations 
(such as television facilities), and with requirements 
for remedial classes and other instruction and ser- 
vices for students with special needs. 



Summary of recommend atior^s 

Program categories 

\) The program-based funding system initially 
developed for the California Community Col- 
leges should have five major program categor- 
ies: instruction, instructional services and 
libraries, student services, institutional sup- 
port, and maintenance and operations. Sub- 
categories should be established for instruc- 
tion (credit and non-credit) and for instruc- 
tional services (libraries and other instruc- 
tional services). (Page 9)* 

Workload measures 

2) The workload measure for the instruction, in- 
structional services and libraries, and institu- 
tional support categories should be the num- 
ber of full-time equivalent students (PTES) en- 
rolled at the time of the first census, with full- 
time equivalent student defined as 15 student 
contact hours per week (the normal full-time 
load) for 35 weeks (the number of weeks of in- 
struction per year), which is equivalent to 525 
student contact hours. (Page 11) 

3) The workload measure for student services 
should be the unduplicated headcount enroll- 
ment. (Page 13) 

4) The workload measures for maintenance and 
operations should be gross square footage (of 
district-owned and leased space) and develop- 
ed and tmdeve loped acreage. (Page 13) 

Funding standards 

5) Explicit funding standards should be part of 
the program-based funding system developed 
for the community colleges. Where appropri- 
ate, these standaids should reflect practices 
established for CSU to serve similar lower divi- 
sion students; when CSU practices are not com- 
parable, standards should be developed that 
accurately reflect the mission and circum- 
stances of the community colleges. (Page 14) 

6) The program-based funding system should in- 
itially have the following standards for in- 
struction: 
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• a ratio of PTES to FTF? of 25: 1 for credit in- 
struction 

^ 75 percent FTEF for credit instruction will 
be contract faculty 

e the statewide average for non-feculty in- 
structional expenditures, with an alterna- 
tive standard to be developed by the time 
of full implementation. (Page 14) 

7) The p ogram-based funding system should in- 
itially have the following standards for in- 
struct* ^nal services and libraries: 

• for libraries, minimum standards as es- 
tablished by the Association of College 
and Research Libraries Division (a divi- 
sion of the American Library Association) 
for two-year programs as adjusted and en- 
hanced by CSU library standards for ad- 
ministrative and contract services. 

• for other instructional services, the state- 
wide average expenditure per PTES in the 
year prior to implementation of program- 
based funding, with an alternative stan- 
dard to be developed by the time of full im- 
plementation. (Page 15) 

8) The program-based funding system should in- 
itially have the following standard for student 
services: 

• the statewide average expenditure per 
student enrolled for student services in 
the year prior to implementation of pro- 
gram-based funding, with an alternative 
standard to be developed by the time of 
full implementation. (Page 16) 

9) The program-based funding system should in- 
itially have the following standard for main- 
tenance and operations: 

• CSU standards modified to reflect commu- 
nity college situations, (page 16) 

10) The program-based funding system should 
initially have the following standard for in- 
stitutional support: 

• CSU standards modified to reflect commu- 
nity college situations, (page 17) 



11) Adjustments for necessary smaH size should 
be included for each program category. 
(Page 18) 

12) Any additional state influence over local ex- 
penditures should be limited to 1) offering a 
fiscal incentive to increase the use of con- 
tract faculty for credit instruction up to 75 
percent of total credit faculty FTEF; and, 2) 
requiring justification for expenditure pac- 
terns that are at odds with ranges of spend- 
ing that reflect typical practice in colleges 
and districts of similar size and demographic 
composition. (Page 19) 

Program improvement 

13) Negotiations should take place annually to 
determine the percentage of the standards to 
be funded and the sum of money to be used 
for program improvement through program- 
based ftmding. (Page 21) 

14) Program improvement funds should be allo- 
cated using the **leveling up"* approach, 
which targets new resources to districts that 
are farthest from the full standard. (Page 
22) 

Cost of living adjustments 

15) Two statutory COLAs should be established, 
one for employee compensation (based on the 
California Personal Income Index) and one 
for non-personnel costs (based on the Implicit 
Price Deflator for State and Local (Govern- 
ment Purchases of Goods and Services). 
(Page 23) 

Equalization 

16) Equalization should be measured by compar- 
ing the percentages of the full standard 
reached by districts. Districts are equalized 
if they are at the same percentage of the 
standard. Equalization should be achieved 
simultaneously with program improvement. 
(Page 23) 



J6 



Hold harmless 

17) Districts operating at or above the negotiat- 
ed standards adopted for program-based 
funding should be guaranteed expenditures 
at least equal to those of the year prior to the 
implementation of program-based funding. 
Subsequently, they should operate under the 
rules of growth and decline established for 
the funding system. Districts at or above the 
negotiated standards would receive funds for 
growth and would receive COLAs based on 
the amount of the standard funded, but 
would not receive any funds for program im- 
provement. (Page 23) 

Growth and decline 

18) Gro^nh in PTES should be funded at the full 
percentage of standard approved by the leg- 
islature in the year that growth occurs. 
Funding for decline in enrollment should 
also diminish at the full percentage of stan- 
dard, but the impact should be spread over 
three years. Provision should be made for 
the chancellor's office to negotiate with the 
Department of Finance alternative proce- 
dures for growth and decline to reflect spe- 
cial circumstances. (Page 24) 

19) Allowable growth for a district should de- 
pend on the change in the adult population, 
the local unemployment rate, and the num- 
ber of high school graduates in the district. 
Provision should be made for a district to ne- 
gotiate with the Chancellor's Office for a dif- 
ferent allowable growth rate to reflect un- 
usual circumstances. (Page 25) 



20) The present system of funding should contin- 
ue for 1987-88 unless additional funding is 
made available. If additional funding is 
made available, it should be used for pro* 
gram improvement. Implementation of pro- 
gram-based funding should begin in 1988-89, 
and full implementation should begin in 
1989-90, with ongoing monitoring and evalu- 
ation for making further refinements. (Page 
25) 

21) Subsequent refinements of program-based 
funding should continue to assess the accura- 
cy of available data, use three-year moving 
averages where this would provide a more 
accurate picture. (Page 27) 

22) Additional staff should be provided for the 
Chancellor's Office to implement and admin- 
ister program-based fimding. (Page 28) 

23) Alternatives for handling credit and non- 
credit activity should be more closely exam- 
ined as program-based funding is developed. 
The desirability of distinctions in areas other 
than instruction should be considered. (Page 
31) 

24) The Task Force on Community College Fi- 
nancing should continue to meet to address 
issues related to standards for instruction 
other than teaching, for instructional ser- 
vices other than libraries, and for student 
services; to examine the impact of program- 
based funding using more recent data, in- 
cluding district by district simulations; to de- 
termine permissible ranges of expenditure 
patterns by category; and to develop proce- 
dures for handling non -credit instruction. 
(Page 37) 
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Appendix B 

Commission Principles for Community College Finance 



NOTE: These principles are reproduced from pages 31-33 of Principles for Community Col- 
lege Finance (Commission Report 83-14), adopted by the Commission on March 21, 1983. 



Financing for the California Community Colleges 
should: 

• Promote state'^de goals of access to postsecond- 
ary education, quality of college instruction and 
support services, and efficient use of college re- 
sources; 

• Maintain the comprehensive mission of the Com- 
mimity Colleges and reflect statewide and local 
priorities for funding; 

• Recognize the shared State and local responsibili- 
ty for governance of the Community Colleges; 

• Promote local decision making in the manage- 
ment of college resources; 

• Provide adequate levels of support from a variety 
of revenue sources; and 

• Provide finance mechanisms that: (1) are stable 
over time and predictable in their allocation of re- 
sources; (2) relate levels of support to the costs of 
college operations; and (3) are equitable among 
districts. 



Sources of support 

Support for Community College education should 
continue to come from a variety of sources, including 
federal. State and local tax revenues, student fees, 
and contributions from business and labor. 

• The State should maintain responsibility for pro- 
viding adequate funding of the Community Col- 
leges. 

• Property tax revenues should continue to support 



general apportionments. 

• Additional local revenue sources, such as local 
sales or income taxes, should be authorized for 
support of local education needs which are not be- 
ing met by State funding. 

• Contract agreements with business and labor 
should support Community College instruction in 
highly specific training programs designed to help 
particular firms. 

• Student fee support for State-funded programs 
should be kept as low as possible. Increases in 
student fees should be indexed to the prior three- 
year average of increases in State funding for the 
colleges, with annual caps of plus or minus 10 per- 
cent. Increases in student fees should be accom- 
panied by increases in State financial aid to the 
Community Colleges. 



Levels of support 

Levels of support for systemwide general apportion- 
ments and categorical programs should be: 

• Determined each year by the Legislature and 
Governor in the budget process; 

• Adequate to fund the costs of inflation as well as 
planned workload and program changes; and 

• Sufficient to provide an adequate level of district 
resources for cash flow, contingency, capital out- 
lay, maintenance, and other required future obli- 
gations. 
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Relaiioii to costs 

Financing meclianisms should relate support for col- 
lege (^lerations to expected costs, yet not restrict ex- 
penditure patterns, by providing: 

• Differratial funding based on a limited number of 
nugor instruction and support activity categories 
that most accurately reflect differences in the 
costs of Community College operations; 

• Workload measures for each cost category that: 
(1) best relate to changes in the costs of providing 
the activity; (2) provide incentives consistent with 
stated goals and objectives for college operations; 
and (3) avoid undue collection and veriHcation 
costs; 

Support rates that reflect demonstrated differ- 
ences in costs; and 

• Funding for workload change at an incremental 
or marginal rate that accurately reflects the vari- 
able, rather than the fixed, costs of such changes 
and provides adequate support for districts exper- 
iencing substantial growth 



Stability 

Financing mechanisms should provide stability in 
the support of college operations by providing: 

• Five-year legislative authorization for the basic 
support mechanisms; 



• Phase^in of equity adjustments to district base 
revenues if significant budget disruptions are 
faced by local districts; 

• Use of a base year fimding level with adjustments 
for inflation and workload to determine budget 
year allocations; 

• An established range in which actual workload 
may fall below budgeted levels without changes in 
district revenue; and 

• Increased district flexibility to maintain support 
levels in constant dollars in the event that reve- 
nues are insufficient to fund necessary inflation 
and workload. 



Equity 

Financing mechanisms should promote equity 
amon^ istricts by providing: 

• Equitable levels of support based on differential 
fimding; 

• Elimination of difi'erences in districts; revenues 
that are the result of demonstrated past inequities 
in district wealth, tax support, or fimding mecha- 
nisms; and 

• Support mechanisms that are designed to be gen- 
erally applicable to all districts. 
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CALIFORNIA POSTSECONDARY EDUCATION COMMISSION 
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public postMoonbuy cduoAticn rcmroM« therety 
•liainating was^'e and unneoes«ary duplicationu and 
to prontje diversity* innovaMon, and responsive- 
MM Co student, and aociefal needs." 

To this end« t^he Comission oonducts independent 
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laiiversities. and professional and oocupaMonal 
•ciiools. 

As an advisory planning and coordinafing body, the 
Coaaission does not adninisfer or govern mny 
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■Mtings, its staff, and its publications aay ba 
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of Governors of the California Comnunity Colleges 

Harry Wugaltor, ThouS'jn^i Ojks; representing the 
Chairnan of the Ca;nci 1 for Private Postseoondary 
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Anqie Papadakis, Palos Verdes; representing the 
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1987) 

87-38 California Col lege-Comg Rates, 1986 Upda^e: 
The Tenth in a Series of Repor^s on New FreshToen 
Enrol laent at California's Colleges and Universities 
by Recent Graduates of California High Schools 
(Septeaber 1987) 

87-39 The Infrastructure Needs of California Public 
Higher Education Through the Year 2000: A Presenta- 
tion by William H. Pickens to the Joint Legislative 
Budget Coaaitfee, October 14, 1987 (October 1987) 

87-40 Final Approval of San Diego State 
University's Proposal to Construct a North Coun'-y 
Center: A Report to the Governor and Legislature 
Suppl e:: ent 1 ng the Conn i ss i on' s February 1987 
Conditional Approval of the Center (November 1987) 

87-41 Strengthening Transfer and Articulation 
Policies and Practices in California's Colleges and 
Uni vcrsi tiesi Progress Since 1985 and Suggestions 
for the Future (Noveaber 1987) 



87-42 Faculty Developaent froa a State Perspective: 
A Staff Report to the California Postsecondary 
Education Coaaission in Response to Supplementary 
Language in the 1986 Budget Act (November 1987) 

67-43 Evaluation of the California Student Oppor- 
tunity and Access Prograa (Cal-SOAP): A Report to 
the Legi slature and Governor i n Response to Senate 
Bill 800 (Chapter 1199, Statutes of 1983) (Dece^>er 
1987) / 

87-44 The Stage's Role in Promoting Quality in 
Private Post secc.idary Education: A Staff Prospectus 
for the Coaaission's Review of the Private Post- 
secondary Education Act of 1977, as Amended (Decea- 
ber 1987) 

87-45 Comaents and Recommendations on The 
Consort ium of the Ca 1 i f ornia State Uni v ersi ty:~ A 
Report: A~ Response to Suppleaental Language in the 
198 7 Budget Act Regarding the Closure of the 
Consortium (December 1987) 

87-46 Developaent s in Community College Finance: A 
Staff Report to the California Postsecondary 
Education Commission (December 1987) 

87-47 Proposed Construction of the Permanent Off- 
Campus Center of California State University, 
Hayward, in Concord: A Report to the Gov3rnor and 
Legislature in Response to a Request for Capital 
Funds from the California State University for a 
Permanent Off-Campus Center in Contra Costa County 
(Deceaber 1987) 

87-48 Articulating Career Education Programs froa 
High School through Community College to the 
B^cca 1 uareat e Degree: A Report to the Governor, 
Legislature, and Educational Community in Response 
to Assembly Bill 3639 (Chapter 1138, Statutes of 
1986) (December 1987) 

87-49 Education Offered via Telecommunications: 
Trends, Issues, and State^-Level Problems in Instruc- 
tional Technology for Colleges and Universities 
(December 1987) 

87-50 California Post secordary Education Coaaission 
News, Nuaber 3 (The third issue of the Coaai ss i on ' s 
periodic newsletter) (Deceaber 1987) 
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